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SECTION I, SUMMARY OF FAR EAST TREWDS AND DEVELOPMENTS

Japan?s trade with China proper expscted to remain at low level, whereas
its trade with Chinese doing business in Southeast Asie is promising (pege 2).

Coming Japanese eleotions will probably reflect a growing political
strength of the Japenese Communist Party (page 2)o

The announced completion of Soviet troop withdrawal from North Korea
will not diminish substantially Soviet influence in or oontrol over that

area (page 3)e r

Police measures are now considered nsoessary to epur lagging rice collect=
jons in the Republic of Korea (page S ' ‘

Inactivity characterized China's battlefronts during the past week (page

4), while attention shifted to Fu Tso-yi's personal peace offensive (page 4)-
Meanwhile, Chiang Kai-shek announced in his New Year's address that he 1s
willing to negotiate peace at ‘his!' price (page 5), and called a meeting of
top provincial end military lesders in a bid for a vote of confidence (page 5)o
In Sink ng Province, Chlang Kai-shek has appointed a pro-Soviet governor
(page 8). Prior to Chiang's New.Year's speech, the Chinese ~ommnists broad-
cast that they will not permit Kuomintang participation as a Party in the
fiomunisi):«»con‘broned povernment to be established for all of China in 1946

page Tlo

b o gy

The Dutoh are adopting conciliatory tactices in Indonesia (page 8)e

In Indochina breakdown of the French-sponsored Xuan Government appears
possible (page 9). -

In Burme the political and economio situation is 1ikely to deteriorate
further in 1949 (page 10).

The Philippine Government has begun 1949 by instituting import control :
and & managed monetary system (page 10). ?

In succeeding sections of this Veokly the followlng marginal notation is
usod: _ : '
(1) "A", "B", or "C" -important in B/FE's opinion of the item, with

wA" yepresenting the most important ones. - .
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a8_announced 2 avacu: D QL _2OVietv troops irom
Horth Korea, Withdrawal was overland through northeastern Korea inte the
USSR Maritime Province where, it is believed, these troops will form a
reserve vhich could be re-deployed into North Kerea with great rapidity.
Soviet withdrawal leaves behind a etrong Communist organization, however,
it is probable that a limited number of Soviet persomnel, both military
and civilian, have remained in North Kores in order to assure the contine
uance of the ties betweenm the government of North Korea and the USSR,

Rice collection lugs. On 29 December Korean officials reported that the npe
Government rice collection program had achieved only 32,2 percent of the .
final goul, The Agriculture Minister now admits that the *voluntary" .
program has been a fallure and the government has decided to exert force

to speed collections. However, previous experience in Korea has demons

strated that if the bulk of the rice is not collected by 1 January, it

will have dissappeared in i1licit channels, It now appears certain that

the government will fail to collect more than 50 percent of the quota,

which will result in widespreed economic unrest and further inflation,
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The foous of China's civil war spotlight shi fted this week from
the straugely inactive battle zones og Roréﬁ and Central China to
the individual maneuvers of Nanking, Peiping, and Tientsin politicos
and their peace offensives. Meanwhile, Peiping and Tientain continue
to be surrounded by superior Commnist forces but as yet no giege
operations iagainet either city have been evidenced. In Central
China the Nationalists have withdrawn nearly all of their remaining

. foroes south of the Yangtze leaving only a smell inadequate holding

foroe between Pangfou and Pukou., Effective Nationalist organiged
resistance has virtually been eliminated and the Commnists are capable
of administering the coup-de-grace at any time. Both forces, Nationalist
and Communist alike, appear at present however to be awaiting the

outoome of current peace feelers---hemce the lull in military operations
during the past few days.

FU Tso-yi is believed to be seeking a "separate” peace. A local
peace between FU Tso-yi and the North Chins Communizts appears to

be in the making. This "poace™ would entail the peaceful turnover

of the great North China cities of Feiping and Tientain with these
cities declared "cpen." FU, whose military and economic position is
considered hopeless, is believed to be actively attempting to bargain
with the North China Communists and at least two meoetings have reportedly
teken place without an agreement oeing reached. However, some sources
believe that FU will be forced to acoept a settlement on the Communists®
terms in the immediate future. FU's bargaining points--~his possession
of Peiping and Tientsin and the clearly expressed desire of the local
populace for peace--are quite slim, but his present propensity to

seek an "honorable peace” locally can be adduced from his refusal

thus far to attend the Generalissimo's militery conference in Nanking,

as woll a8 his attempts to prepare publio opinion in the two cities for
the inevitability of comprozise. In fact FU has elready felt impelled
to surrender, without a fight, the oity of Kalgan, turning over intact
to the Communists the city's industrial installations on the grounds
that they constitute "national wealth” belonging to the people of

China. Apart from this, FU has reportedly drafted a statement, to

be handed to the Communists, to the effect that he is reluctant to
submit the citier of Peiping and lientsin to the fortunes of war and,

“to help avoid this, he is prepared to "resign his militery position

and return to the farm." If FU is unable %o work out an arrangement
suitable to both himself and the Communists, he can still escape
Pelping, attempt to rejoin his "personal troops,” belisved to have
"esoaped™ in the evacuation of Kalgan, and once sgain set up a semi~
autonomous regime in Suiyuan,
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The Nanking conference of leading genersls and overnors which npw
CHIANG Kai-~shek called in an effort to gain a vote of confidence for
continued resistance to the Communists is unlikely to attain the
desired results., FU Tso=-yl, who is reliably reported to be negotiating
with the Commmnists in North China, declined to come, as did also
KA Bung-kwei, independent Moslsm-warlord of the NHorthwest. PAI Chung-hsi,
Central China commander who figured prominently in the currenmt attempt
to bring about CHIANG's resigration mnd am armistice with the Com-
munists, likewise failed to appear, None of the generals in threatened
areas apparently favors oontinued resistance, although YEN Hsi-ghan,
Governor of Shanai, might drive a bargain with the National Government
Tor supplies. Both YEN and Governor T. V. SO0NG of Ewangtung have
made personal inguiries regarding prospeots for futurs US aid snd support,

CHIARG Ksi-shek's New Year apeech indiocates he apparently does npw
not yet intend to relinquish power Eeapitq his offer of peace to the
Communists and the expectancy on the part of many leading figures
that he would retire in favor of Vige President LI Tsung-jen. CHIANG
took the initiative in making a bid for peace but attached such
conditions as to preclude its being accepted by the Commnists, at
the same time attempting to put the omuw on the Communists for continuing
the civil war, CHIANG said that he would be satisfied by the following
conditions: if a negotiated peace is not detrimental to national
independence and sovereignty, if the Uomstitution is not violated and
oconstitutionalism is pressrved, the democratic form of governmsne
maintained, the entity of the armed forces safoguarded andthe “people’s
fres mode of living and the minimm living standard® protected. CHIANG
continued: "If peace can be secured, I em not at all concerned .\bout
my own position. In this, I will follow only the concensus of the
poople.” He then said that if the Communists "are not sincerely
desirous of peace" and "insist on continuing the armed rebellion”
the Government "with no other alternative, will fight them to the
finish.® Though the peace movement within the Hational Government
now includes nsarly everyone but CHIANG himself, as longas he continues
to control the secret police and Nanking garrison, concerted efforts
by key officials to persuade his to retire are not likely to materialize
since his challengers hesitate to take the initiative in forcing his
departure,

National Government plans for safe haven in Taiwan. The sudden e
removal of WEL Tao-ming as Governor of Taiwen and the appointment of
Gon. CHEN Cheng, former Chief of Staff, as his successor, evidence
the National Aovernment's intention of strengthening its control over

“that area. As a civilian official of moderate capacity, WEI recently

has been oritical of Nationalist policies and has favored greater
sutonomy for the Taiwan Provincial Government. General CHEN not only
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is an able military administrator but his loyalty to CHIANG Kai-shek
is unquestioned. The Generalissimo's son, CHIANG Ching-kuo, recently
economic czar of Shanghai, has been appointed Chairmen of the Taiwan
Provinoial Kuomintang Headquarters, replacing & less prominent party
leadsr. These appointments coincide with reports of the arrival in
Taiwan of many Nationalist offioials : and/or their families who are
chiefly adherents of the Right wing of the Euomintang. Recent ship-
ment to Taiwan of some of the Generalissimo's perscnel property also
suggests officisl concera with use of the island as a safe haven and

a2 future anti-Commnist base of operations for a refugee National
Goveranment. The newly-appointed provincial administrators, the transfer
to the island of NAtionalist naval and air units and the influx of
Nationalist leadera will buttress immediately the National Government's
position in Teiwan, However, these developments also will increase
Taiwanese hatred of Nationalist rule, create resentment among the
provincial Chinese officials and residents, contritbute in the long

run to greater instability, and invite Communist infiltration.

Sinkieng Governor MESUD has been replaced by BURKHAN, a Sinkiang
native generally regarded as scceptable to the pro-Soviet Ili Group.
In 1947 I1i lemders withdrew from the Provincial Government in protest
against the appointment of MESUD; they have since demanded MESUD's
removal from the governorehip ais a condition for their participation
in the Provincial Government., The removul of MESUD thus paves the
way for a reconciliation between the Ili Group and Chineses authorities
in Sinkiang, A reorganized Provinoial Government inocluding Ili leaders
is likely to result, thereby forestalling the threat of a new anti~
Chinese rebellion and leading to an increase of Soviet influence through=
out Sinkiang.

CHANG Chih-ohung, Commander of Northwest Headquarters, who has
long edvocated settlement of the Sinkiang problem by negotiation and
conciliating the I1i Group, has been urging the National Government
to replace MESUD with BURKHAN for over a year. Probable ressons for
Renking's acceptance of CHANG's recommendation at this time are: a)
CHANG is currently personma grata with the Chinese Communists, thus
making him a person of prestige and value to the National Goverament;
b) Nanking has belatedly realized the impossibility of maintaining
Chinese combrol of Sinkiang by force, end is, therofore, moving toward
a policy of conciliating the dissident native slements.

Growing autonomy sentiment i.n Sgechwan presages probable future
effortas by the weatern provincesz to eatablish reglonal regimes as the
Hanking Government approaches complets collapse, In Szechwan the
desire for autonomy is being manifested by failure to meet quotas of
rice shipments from the prowvince, return of gold and silver released
t0 the National Government under the 19 August measures, issuing

\
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provincial auxiliary ourrency and growing independence of provincial
defense units. Virtual autonomy within the National Government orbit

is apparently the first objeotive., However, in the e vent of the complete
collapse of Nanking, attempts will probably be made to effect a worlking
agreement with the Communists whose influence in parts of the province

is believed already too strong to be suppressed by local elemsnts.
Liberal elements in the province will probably consider it to their
advantage to join with Szechwanese national officiala, including

0ld warlords, during the changeover period.

Communi s ts gradict Communi st~controlled government of China in npn
1949, A nese Communist broadcast o ecsmber rejsoted in advance
whatever peace proposals might be offered in CHIANG Kel-shek's New
Year Message, and made clear that the Euomintang as a party will tnot
be included in the "coalition government" promised for 1949. The
broadcast summarizes an editorial of 30 Decembver, "expoaing the peace
intrigues of the reactionary party,” and calling upon "the Chinese
people and the Chinese Communist Party” to ™work hand in hend to eradicate
all reactionery elements and oust American imperialism from Chipa,"

The editorial stated that Communist armiea, during 1949, will
push south of the Yangtze, and the Communists "will call s political
consultative conference from which all reactionary parties will be
excluded.” Thereafter, the Communists will take the lead in forming
2 central coalition government,” to be participated in by "warious
democratic parties and people’s organizations” which are already allied
with the Communist Party. Although the editorial does not so state,
it remains probable that a large number of Nationalist functionaries,

@8 individuals rathsr than as Kuominteng representatives, will continue
to function in the Communist-controlled “cocelition."

Soviet Fmbassy strengthens its staff, returns dependents to China. e
For several months the USSR has been reémoving from China thedependents
of Soviet representatives in Nationalist territory. Recent additions
to the USSR's offices in Nanking and Shanghai include 20 Soviet offiocials,
23 wives, and 12 children. %he new officials, some of whom have already
given distinguished service in China, will undoubtedly strengthen the '
Soviet representation. The return of non-essentisl dependents to
Nanking and Shanghai may indicate that the USSR no longer anticipates
any great violence in the turnover of those cities to the Chinese
Communists,

Explosive inflation agein struck Nationalist China last wesk as bl - b
uncontrolled note issue stimulated the sharpsst price spirel of 1948,
The 30-fold rise in prices and value of the US dollar since 1 September,
1948 approximately equals the increass during the first eight months
of 1948, Despite reduced Government expenditures caused by the loss
of North China, the Northeast and many armies, and the contracting
area of Gold Yuan circulation, the note issus has risen to at least
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GY ¥ billion. Reduced tax revenues and anticipation of a Communist

viotory combine to devalue the Gold Yuen. Consegquently tremendous
inflationary pressures have formed which the Government cannot ease..
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DuTEh dalooarios f1isio tactios in Tadaesia. itk the clnse of LEL
cubeh rolicd sotion i Tarnubil stherlands 28 preparing to

Jdord A oo coneilia

. EYTR - . .
COTES DLURTHI YILOETMOINT

mroattivide on the Tadonasiza resblem, This changed .
oo bood Dukel aimg howe beon asecomvlizhed by use of
torga,. 1s an thvious nifort, to allav werld eninien and to vrin the cooparation .
of iafluential Tnlonaaisn naiioralist Yeadesn T8 mav alse reflect considerable
rregrave from 1aflewine sresns 11 Heliand,  The Motherlands Prexier and the
Uoteh Amhzigadre o Tordoy are mgiine g oaeseisl t=in to Tndeoncsin to empedite
28Labl T8t uenk L0 Lhe Zoinh DurebeTndesesisn irtsrin governrent, The Dulch

18ve alvsile epecasted hab, VR 170 Telepgate Cechrnn interczds for them with
Republisan leaders, whose cooperation they consider vital for the success of
the interim government and for eontainment of guerrilla activities. In another
effort to win Indonesian support the Dutoh may consider the removal of High
Commiesioner Peel, who was also in a position of authority in the Netherlands
during the Dutoh police action of July 1947,

The Dutch policy will be regarded with suspieion in Indonesia where no
Republican leader could master enough vopular support to form an effective
government were he to accent Dutch terms. Another strong deterrent to immediate
collaboration is the relatively strong international support which the Republice
has attracted. Trie same factor will no doubt eause other Indonesian leaders
to hesitate before accepting rositions under the Dutch,

TADACHINA

Posaible eollapse of the French-sponsored Yuan Government. Despite AR
French High Commissioner Plsnonis belle? that the guestion of Vietnamese for-
eipn affairs i® the mjor stambling block te the raturn of former emper-or
Rao Dal to Tndochina, it is doubtful that the current econversations in Paris
will deeisively strengthen the Vietnam Central Provisional Covernment of
President Xuan. The inactivity and disunity of the Vietnam delegation at the
recent Dalat enonomic conference; the neeessity for Xuan'a government to deny
rumors of Caodaist (a strong religious movement) abandonment of Xuan; Presi-
dent Xuan's denial of his reported intention to remodel the governnent before
"the return of Rao Dai"; Xuants insistence that his family acoonmpany him
even on a short official trip to Paris; and finally the resignation of three
outatanding members of the Provisional overnment, all underline the possibil-
ity of an imminent breakdown of tha Xuan Government. The immediate reason
for the resigations of these leaders apparently stema from dissension within
the government over the distribution of authority among the ministries and
the regional gowernors. This, however, is probably secondary to the failure
of the Zuan Government to effect a mére rapid realisation of the French plan
for Bao Dal's restoration as emperor.
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Politioal and soonomio eituation likely to detericrate further in 1949, *p®
Politleal and sconomio aonditions 1n Furmn are EETS' %o beoome prosresaive-

ly worse during 1949, lawlessness and the insurpency of eseveral disaffected
politionl elements contimues unabated in Rangoon and throughsut most of the
country, Govermmont military efforts to restore law avd order sre still

aften half-heartod and ineffective, There are no indioations that the doliocate
Koren minority problem will bs gottled in the foresesabls future, and it is
bolieved that many Karems will fight if they are not pranted a separate state
tlrough eurrent; megotiatione. The already truncated Anti-Pagelst Peoplos?
Froscom leagus (AFPFL), the Government party, resontly los™ more support

with the disaffiliation of the All-Burma Youth leagua, The authority of the

Esononic prospects for the coming yoar are no brighter than the political,
Burma's finanoial position, both intermally and externally, is expected to
oontinue to deteriorats. Rice exports for 1948 fell some 270,000 tons short
of the original target, largely because of insurgent eotivities, ard will
Probably miss the 1949 target by an ever greater margin, All major saw mills
may have to closs down in the near future becauss of insurgent interference
with the extraction and transportation of teak logs. Purthermore, the Govern-
ment's mationalistio policies may foree the Burmh 011 Company and varicus
British nining enterprises to suspend operations. Since rice, teak and
minerals are Burma's major exports, the ecomomic lows through such develop~
ments is obvicus. An additional prodlem will be ereated by oonsideradle une
employment which in turn is likely to orsate additional unrest, The breakdown
of tranaportation will inreasingly intsrfere with domestio cosmerce and
mthdlym&dowgoodcfmmchmgmumcafmin
suffioient quantities.

As the French Minister to Burma recently stated, “shile things in Europe
have beent serious thoy heve seldom been desperats, but in Burma things are
alweys desperate, but seldam serious.®

PHYLIPPINES

Philippines begine % control and %‘F mﬁ% system. The mgn
Phili e3s has begun implemanting s long-planned econmioc

measures. (n 28 December, President irino issued an exscutive order carry-
ing cut legislation passed in June 1948 for the contral of imports of luraries
and non-essentials, On 3 Jamwary, the Central Bark opened for business,

Both of these measures were recommended with some degree of urgency by the
Joint Philippine-American Finsnce Comnission in June 1947 as logical steps

in makking the Philippine economy leas dependent upon the 113,

SECTET

Approved For Release 2002/01/03 : CIA-RDP79-01090A000500020014-0

e g g g ey



- - e
«

11~

PRILIPPTRS (continued)

The rurpose of import emtrol is to conserve the current extraordinary
dellar income for constructive uss., The executive order establishing it
sel up quotas on some 122 articles at rates 20 to 95 pea cent below the
imnorts of theee articles in fiscel year 1948, Both those products con-
sidered unnecessary to the Thilippine esconomy and those for which domestic
eubstitates are or can be made available wers inclnded. REighty per cent
of the import quotas will be allocated :o established importers and the :
remainder set aside for newm applicants. On a statistical basis the measure
would reduce imports by apnroximetely 445 millien. ,

The Central Bank will, when its crganigation and orocedures are campletdd,
convert the Philipnine monetary system from its nresent dollar sxshange standard

to a managed system., The Joint Finance Commission in recommending this de-

parture felt the eutep was necessary in order to facilitate domestis financing
and better control over the country's economic development. Miguel Cuaderno, -

who headed the Philipnine Sestion of the Finance Commission, resigned as
Secretary of Finance to become Governor of the Central Bank, Cuaderno is
largely responsible for the Central Rank legislation and iw well qualified
for the position. He will, at the outset, be assisted by a central banking
expert from the 1S Federal Reserve Bank, '

Both import control and asentral banking legislation have received
oppogition from 'S business interests in the Fhilippines. In negotiating
with the "Jorld Bank for loans to finance hydroslectrie projects, however,

 Fhilipnine representatives were under pressure to carry out these msasures

which had been recommended by the Joint Finance Commission, Thers is little
anestion that they are logical steps in the evolvement of an independent
economr if soundly administered. Their implementation marks a recognition
on the nart of the Philisnine Government that vreparation for an anticipated
decrease in extraordinary income from the 1S can not too long be delayed,
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